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State and Local Governmental Developments—2012

Notice to Readers
This Audit Risk Alert replaces State and Local Governmental Developments—
2011.
This Audit Risk Alert is intended to provide auditors of financial statements
of state and local governments with an overview of recent economic, industry,
technical, regulatory, and professional developments that may affect the audits
and other engagements they perform. This Audit Risk Alert also can be used
by an entity's internal management to address areas of audit concern.
This publication is an other auditing publication, as defined in AU section
150, Generally Accepted Auditing Standards (AICPA, Professional Standards).
Other auditing publications have no authoritative status; however, they may
help the auditor understand and apply Statements on Auditing Standards.
If an auditor applies the auditing guidance included in an other auditing publication, he or she should be satisfied that, in his or her judgment, it is both relevant to the circumstances of the audit and appropriate. The auditing guidance
in this document has been reviewed by the AICPA Audit and Attest Standards
staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on by a senior
technical committee of the AICPA.
Recognition
The AICPA staff gratefully acknowledges the following individuals for their
essential contributions in creating this publication.
Heather Acker, CPA
Ben Kohnle, CPA
Lealan Miller, CPA
Andrew M. Richards, CPA
AICPA Staff
Lucy Gallo
Technical Manager
Accounting and Auditing Publications
Laura Hyland
Technical Manager
Governmental Auditing and Accounting
Feedback
The Audit Risk Alert State and Local Governmental Developments is published
annually. As you encounter audit or industry issues that you believe warrant
discussion in next year's Audit Risk Alert, please feel free to share them with us.
Any other comments you have about the Audit Risk Alert are also appreciated.
You may e-mail these comments to A&APublications@aicpa.org.
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State and Local Governmental Developments—2012

How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your state
and local governmental audits and also can be used by an entity's internal management to address areas of audit concern. This alert provides information to
assist you in achieving a more robust understanding of the business, economic,
and regulatory environments in which your clients operate. This alert is an
important tool to help you identify the significant risks that may result in the
material misstatement of financial statements and delivers information about
emerging practice issues and current accounting, auditing, and regulatory developments. For developing issues that may have a significant impact for state
and local governments in the near future, the section "On the Horizon" provides
information on these topics, including guidance that has either been issued but
is not yet effective or is in the development stage.
.02 This alert is intended to be used in conjunction with the Audit Risk
Alert General Accounting and Auditing Developments—2011/12 (product no.
0223311), which explains important issues that affect all entities in all industries in the current economic climate. You should refer to the full text of
accounting and auditing pronouncements, as well as the full text of any rules
or publications that are discussed in this alert.
.03 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. In AU section 312, Audit Risk and Materiality in
Conducting an Audit (AICPA, Professional Standards), audit risk is broadly
defined as the risk that the auditor may unknowingly fail to appropriately modify his or her opinion on financial statements that are materially misstated.
Further, paragraph .04 of AU section 314, Understanding the Entity and Its
Environment and Assessing the Risks of Material Misstatement (AICPA, Professional Standards), explains that the auditor should use professional judgment
to determine the extent of the understanding required of the entity and its environment. The auditor's primary consideration is whether the understanding
that has been obtained is sufficient to assess risks of material misstatement of
the financial statements and to design and perform further audit procedures.
.04 Further, if your state or local government audit is performed under
Government Auditing Standards issued by the Comptroller General of the
United States of America (also referred to as the Yellow Book or generally
accepted government auditing standards) or Office of Management and Budget
(OMB) Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations (referred to as a single audit), you should refer to the AICPA
Audit Risk Alert Government Auditing Standards and Circular A-133 Audits—
2012 (product no. ARAGAS12P). This alert can be obtained by calling the
AICPA at 888.777.7077 or visiting www.cpa2biz.com.

Economic and Industry Developments
The Current Economy
.05 When planning and performing audit engagements, an auditor should
understand both the general economic conditions and the specific economic
conditions facing state and local governments. Economic activities relating to
factors such as interest rates, availability of credit, consumer confidence, overall economic expansion or contraction, inflation, and labor market conditions
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are likely to have an effect on an entity's business and, therefore, its financial
statements.

Key General Economic Indicators
.06 These following key economic indicators further illustrate the state of
the economy of the United States as we entered 2012.
.07 The gross domestic product (GDP) measures output of goods and services by labor and property within the United States. It increases as the economy grows or decreases as it slows. According to the Bureau of Economic Analysis, real GDP increased at an annual rate of 3.0 percent in the fourth quarter
of 2011 (second estimate), which results in an overall increase in GDP of 1.9
percent for 2011, compared with an increase of 3.0 percent in 2010. From December 2010 to December 2011, the unemployment rate fluctuated between 9.1
percent and 8.5 percent. The annual average rate of unemployment increased
from 4.6 in 2007 to 9.3 percent in 2009 and stands at 8.9 percent for 2011.
An unemployment rate of 10.0 percent represents approximately 15.3 million
people. Additionally, one reason for the continued high unemployment rate is
that more Americans are resuming their search for work.
.08 The Federal Reserve decreased the target for the federal funds rate
more than 5.0 percentage points, from its high of 5.25 percent prior to the
financial crisis to less than 0.25 percent, where it remained through December
2011. The Federal Reserve described the current economic recovery in its April
25, 2012, press release as follows:

r
r
r
r
r

Household spending and business fixed investment have continued to advance. However, despite some signs of improvement, the
housing sector remains depressed.
Inflation has picked up somewhat, mainly reflecting higher prices
of crude oil and gasoline. Longer-term inflation expectations have
remained stable.
The unemployment rate will decline only gradually in the near
term.
Strains in the global financial markets continue to pose significant
downside risks to the economic outlook, and the increase in oil
and gas prices earlier this year is expected to affect inflation only
temporarily.
The pace of economic recovery is likely to be modest in the near
term.

.09 The Federal Reserve also noted in the press release that "economic
conditions, including low rates of resource utilization and a subdued outlook for
inflation over the medium run, are likely to warrant exceptionally low levels of
the federal funds rate at least through late 2014." The Federal Reserve also decided to continue its program to extend the average maturity of its holdings of
securities as announced in September 2011. The Federal Reserve is maintaining its existing policies of reinvesting principal payments from its holdings of
agency debt and agency mortgage-backed securities in agency mortgage-backed
securities and of rolling over maturing Treasury securities at auction. Regular
review of the size and composition of its securities holdings will continue, and
the Federal Reserve is prepared to adjust those holdings, as appropriate, to
promote a stronger economic recovery in context of pricing stability.
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The State of the States’ Economy
.10 The Nelson A. Rockefeller Institute of Government (institute) publishes frequent updates on state fiscal conditions. The institute's State Revenue
Report, dated April 2012, focuses on trends related to tax revenues and collections, including the following:

r

r
r

States' tax collections grew for the eighth consecutive quarter at
the end of 2011, and, for the first time, topped the peak revenue
levels seen at the onset of the Great Recession, which began in
December 2007). In total, states' tax revenues grew by 3.6 percent
in the fourth quarter of 2011 compared to a year ago. However,
tax collections in 17 states remain lower in the final quarter of
2011 compared to where they were 4 years ago.
Personal income taxes comprise at least one-third of tax revenues
in 26 states and exceed sales tax revenues in 27 states. For the
eighth straight quarter, personal incomes tax revenues increased,
with 4.2 percent growth in fourth quarter 2011 compared to the
same period in 2010.
State sales tax collections in the fourth quarter of 2011 quarter
showed growth of 2.4 percent from the same period in 2010, the
eighth quarter in a row that sales tax collections grew. However,
the fourth quarter's rate of growth is below the 2.7 percent and
5.3 percent gains reported in the third and second quarters. In
comparison, sales tax collections were down by 3.2 percent from
the same period in 2007.

Local Government Economies Struggle
.11 Although state tax collections have been steadily rising, local governments are struggling. Over the past 20 years, property taxes have consistently
delivered at least two-thirds of total local tax collections. Property tax revenues tend to be relatively stable and respond to property value declines more
gradually than other tax revenues respond to declines in the overall economy.
Although local tax collections had remained strong for most of the period during
and after the recession, the trailing impact from declines in house prices has
placed downward pressure on property tax collections. In the fourth quarter
of 2011, local property taxes grew by a modest 0.6 percent, which represents a
decline in inflation-adjusted terms.
.12 If the current trends continue, services and functions that are largely
funded by local governments, such as education and public safety, are likely to
remain under severe fiscal pressures. The full text of this report can be found
at www.rockinst.org.

Improper Use of Funds by Local Governments to Cover Shortfalls
.13 The prolonged recession, coupled with looming underfunded pension
and health care liabilities, heightens the temptation, and the risk, for cities
and counties to use monies intended for specific purposes, such as roads and
sewers improvements, to finance operating shortfalls. The legality and potential liability related to the misuse of bond proceeds varies widely. For example,
misusing proceeds of publicly sold infrastructure bonds could violate civil laws
to protect the bond buyers, whereas, other cases could violate federal or state
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public finance disclosure laws, accounting rules, or regulations governing how
agencies spend federal funds.
.14 In a case cited by a November 2011 Wall Street Journal article, officials
of a local jurisdiction were ordered by the state controller to repay more than
$13 million, including state and federal tax dollars earmarked for schools,
roads welfare programs, and other projects. Another case described a city using
more than $2 million intended for schools and other areas to plug the budget
shortfall. Given the economic constraints and pressures on many governments,
it may be prudent for auditors to exercise a heightened awareness regarding
the source of funds used to cover shortfalls.

Legislative and Regulatory Developments
Pension Funding Continues Downward Trends
.15 During the third quarter of 2011, there was a substantial decrease in
the amount of pension funds held by state and local governments. According to
The Hill's On The Money article "Public Pension Holdings Take a Fall," census
bureau data shows a decrease, from $2.77 trillion in retirement funds at the
end of June 2011 to $2.53 trillion at the end of September 2011. This decrease
was due to the declines in corporate stock and bond holdings, in addition to
international securities.
.16 With these continued trends, the underfunded status of state pension
plans remains a significant issue. As indicated in the spring 2012 edition of
Forefront, in the article "Public Pensions Under Stress," based on the funding
status measure prescribed by the Governmental Accounting Standards Board
(GASB), the nation's 126 largest public pensions were underfunded by at least
$800 billion in 2010. In addition, 54 percent of the country's state and local
plans will have exhausted their funds as early as 2034.
.17 Under current GASB standards, neither the total obligation for pensions nor the unfunded portion is reported as a liability in a government's
financial statements. A liability is reported if a government contributes less
than the annual required contribution (ARC) calculated by an actuary. According to the "Public Pensions Under Stress" article, the calculations of the
unfunded portion could be as much as $4 trillion for the pension fund shortfall.
The article states that even though governments are required to publish the
percentage of ARC payment, not all states enforce those payments. With overall state revenue on a continued downturn, the average share of ARC paid has
decreased from 92 percent to 87 percent according to the Center for Retirement
Research.
.18 In response to this issue, GASB continues with a project to revise
GASB Statement No. 25, Financial Reporting for Defined Benefit Pension Plans
and Note Disclosures for Defined Contribution Plans, and GASB Statement
No. 27, Accounting for Pensions by State and Local Governmental Employers.
See the "On the Horizon" section of this alert for more information on the
Postemployment Benefit Accounting and Financial Reporting project.

Audit Considerations
.19 The significant risks involved in accounting for pensions stem primarily from the determination of the liability of underfunded plans. Auditors
should be aware of the risks when auditing pensions under today's accounting
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standards. Further, a small change in the estimates or methods used to calculate the ARC and accumulated benefit obligation can have a material effect on
the financial statements of governmental entities. Therefore, the auditor might
find it necessary to work with the actuarial firms retained by the auditee or, if
necessary, retaining actuarial specialists to evaluate auditee valuations. Some
of the other areas worthy of attention are as follows:

r
r
r
r
r
r
r
r
r
r

Understanding the mechanics of the plan(s)
Identifying any pending or adopted legislation or other actions
that may affect the pension plan or its funding
Determining whether the discount rates are commensurate with
actual funding patterns and are reasonable, considering the investment return on the assets used to make contributions to the
plan
Determining the accuracy and completeness of the data provided
to the actuary by the entity
Understanding whether the actuarial methods and assumptions
used are allowable in relation to applicable accounting standards
and consistently applied
Determining whether assumptions are reasonable given the demographics of the covered persons in the plan
Understanding the purpose and extent of changes in actuarial
assumptions used to calculate ARC, especially when such changes
reduce ARC or the actuarially determined liability
Determining the ability of the government to fund the plan in the
future and how the funding will affect liquidity
Determining the appropriateness of related note disclosures and
management's discussion and analysis (MD&A)
Determining whether the funding status of the plan merits an
emphasis-of-matter paragraph in the auditor's report or a communication to those charged with governance

Municipal Securities Rulemaking Board Toolkit
.20 Securities and Exchange Commission (SEC) Rule 15c2-12 (Title 17
U.S. Code of Federal Regulations Part 240.15c2-12), as amended, and associated SEC releases impose certain requirements on the underwriters of municipal securities. Because of Rule 15c2-12, issuers of most municipal securities
offerings over set dollar amounts and primary issuers of variable demand rate
obligation (or VRDO) offerings provide certain disclosures when issuing securities (primary market disclosures) as well as at certain times thereafter
(continuing disclosures). Primary market disclosures are made by issuing an
official statement. Continuing disclosures are made by providing to the Municipal Securities Rulemaking Board (MSRB) (a) annual continuing disclosures
as contractually established and (b) events notices. Annual continuing disclosures are financial information, including audited financial statements, which
are updated annually.
.21 To help state and local governments comply with municipal securities regulations, in November 2011, the MSRB launched an online toolkit. As
a client service, auditors may want to make auditees that issue municipal
securities aware of the toolkit, which includes
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information about the rules governing the financial professionals
that governments typically use to issue municipal debt,
information about the purpose and requirements of the Electronic
Municipal Market Access (EMMA) website,
instructions for using EMMA,
information about the purpose of the MSRB and its oversight role,
and
information about receiving future updates related to the MSRB
and EMMA.

.22 More information and access to the toolkit is available at www.msrb
.org/MSRB-For/Issuers/Issuer-Toolkit.aspx.

Disclosure in Official Statements Regarding an Issuer’s Pension
Funding Obligations
.23 The National Association of Bond Lawyers (NABL) issued a paper,
"Considerations in Preparing Disclosure in Official Statements Regarding an
Issuer's Pension Funding Obligations," that is intended to provide guidance
regarding the application of the federal securities laws to the preparation of official statement disclosure addressing the pension-funding obligations of state
and local governments to their public defined benefit pension plans. The paper
was prepared by the Pension Disclosure Task Force, which included members
of NABL, and representatives of issuers, underwriters, analysts, institutional
investors, accountants, actuaries, and other interested parties.
.24 Over the last several years, the SEC has taken action against several municipalities, asserting that they were negligent in the preparation of
municipal securities disclosure documents, which resulted in material misrepresentations and omissions regarding the funding and financial condition
of pension plans. The NABL paper, which is nonauthoritative, is intended to
provide issuers with various considerations in preparing such disclosure. It
includes information such as the following:

r
r
r

The types of documents needed to prepare the disclosure
Considering materiality as the guiding principle when preparing
the disclosure
Other issues to consider when drafting disclosure language

.25 As a client service, auditors may want to make auditees that issue municipal securities aware of the NABL paper. It can be accessed at www.nabl.org/
uploads/cms/documents/pension funding obligations document 5-18-12 b.pdf.

IRS Regulation on Required Withholding Rescinded by Congress
.26 In December 2008, the IRS proposed regulations that subject governmental entities to a 3 percent income tax withholding on payments greater
than $10,000 for goods or services. This withholding requirement would have
gone into effect for payments made in 2013; however, in November 2011, the
Three Percent Withholding Repeal and Job Creation Act was signed into law.
This act repeals the 3 percent withholding requirement. Because the withholding regulation has been in the news for a number of years, auditors may want
to bring the resolution of this issue to the attention of their auditees.
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Municipal Advisor Rule
.27 On July 21, 2010, the president signed the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act) into law. Of particular
interest to auditors of state and local governments that issue municipal securities, the Dodd-Frank Act addressed a change in the registration requirements
for investment advisors, including municipal advisors. The law defined municipal advisors to include, among other things, financial advisors. In September
2010, SEC followed up with Rule 15Ba2-6T, an interim final temporary rule
that announced the procedure for the interim registration process in light of
the law's October 1, 2010, effective date. Comment letters on the interim rule
identified a lack of clarity about how the definition of municipal advisor would
apply to accountants. Concerns related to the various services that CPA firms
provide for governmental entities (for example, financial statement audits, consent letters, comfort letters, and so on) and whether the performance of those
services would subject the firms to this registration process with the SEC.
.28 The SEC may not finalize its final registration requirements and definition of municipal advisors until September 30, 2012, effectively delaying
several related MSRB rules until then. The SEC's interim municipal advisor
rule was scheduled to expire on December 31, 2011, but the SEC announced
that it would extend the interim rule for 9 months. In a 10-page notice outlining its decision, the SEC said the extension would allow municipal advisors to
continue to comply with the statutory requirement imposed by the Dodd-Frank
Act that they register with the SEC. In September 2011, the MSRB pulled 5
proposed municipal advisor rules that had been pending with the SEC, but the
board indicated it would repropose them after the SEC releases the permanent
rule and definition
.29 Auditors with clients that issue municipal securities will want to follow
this project and any clarifications ultimately made by the SEC with regard to
the municipal advisors definition.

The New Yellow Book Independence Standards
.30 The U.S. Government Accountability Office issued the 2011 revision
of Government Auditing Standards (2011 revision) in December 2011. This
revision supersedes a previously released interim version of the standards,
2011 Internet Version of Government Auditing Standards (interim revision)
that was issued in August 2011. Note that minimal changes were made between
the interim revision and the final 2011 revision. Upon its effective date, the
2011 revision supersedes Government Auditing Standards, July 2007 Revision.
.31 The effective date of the 2011 revision for financial audits and attestation engagements is for periods ending on or after December 15, 2012, which
is the same effective date as the clarified auditing standards recently issued by
the AICPA. It is effective for performance audits beginning on or after December 15, 2011. Early implementation of the 2011 revision is not permitted. Note
that the information in this section discusses changes in Government Auditing
Standards primarily as it relates to financial statement audits.
.32 The most significant change in the 2011 revision relates to the standards for auditor independence as described in chapter 3, "General Standards,"
of the 2011 revision. The 2011 revision introduces a conceptual framework
approach to independence using a threats and safeguards approach similar
to the AICPA Code of Professional Conduct. However, there are differences
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between the 2011 revision and the AICPA Code of Professional Conduct, including when the conceptual framework is required to be used to assess independence. The 2011 revision contains a number of nonaudit service prohibitions
that are generally consistent with the AICPA independence standards. For
nonaudit services not specifically prohibited, auditors must apply the new conceptual framework and assess management's ability to effectively oversee the
nonaudit service and document that assessment. Although not prohibited, the
2011 revision states that activities such as financial statement preparation and
cash to accrual conversions are considered to be nonaudit services and should
be evaluated using the conceptual framework established under Government
Auditing Standards. The 2011 revision also contains new independence-related
documentation requirements, some of which go beyond AICPA standards. Note
that the document, Government Auditing Standards: Answers to Independence
Standards Questions, will be retired and does not apply to audits performed in
accordance with the 2011 revision.
.33 Auditors of state and local governments that are either required to
report, or voluntarily comply with, Government Auditing Standards should be
aware of the additional resources available that address the 2011 revision.
The AICPA Audit Guide Government Auditing Standards and Circular A133 Audits further discusses Government Auditing Standards requirements
and guidance relating to financial audits. Although that guide has not yet
been conformed to reflect the requirements and guidance in the 2011 revision,
appendix A of that guide, "Government Auditing Standards, December 2011
Revision," provides a summary of the 2011 revision. In addition, the Audit
Risk Alert Government Auditing Standards and Circular A-133 Developments
provides a summary of changes.
.34 Additionally, a practice aid, 2011 Yellow Book Independence—NonAudit Services Documentation Practice Aid, has been developed by the AICPA
Governmental Audit Quality Center (GAQC) to assist an auditor in evaluating nonaudit services and the effect of performing such services on auditor
independence under the 2011 revision. This practice aid contains numerous
explanations and illustrations that will help auditors in applying the conceptual framework for independence contained in the 2011 revision and complying
with the new independence documentation requirements, including how auditors can document the consideration of management's skills, knowledge, or
experience. See the "Resource Central" section for information on obtaining
this practice aid and other resources related to auditor independence.

Audit and Attestation Issues and Developments
Audit Risks for Governments
.35 As noted in paragraph .17 of AU section 312, some possible audit responses to significant risks of material misstatement include increasing the
extent of audit procedures, performing procedures closer to year-end, or increasing audit procedures to obtain more persuasive evidence. Additionally,
given the constant, changing status of economic conditions that could affect
your governmental auditee, auditors should consider modifying audit procedures to ensure that risks are still adequately addressed.
.36 Although it is impossible to predict and include all accounting, auditing, and attestation issues that may affect your engagements, we cover in
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this alert the primary areas of emphasis. Continue to remain alert to economic,
legislative, and regulatory developments, as well as the associated accounting,
auditing, and attestation issues as you perform your engagements.

The Clarity Project
Introduction
.37 With the release of Statements on Auditing Standards (SAS) Nos. 122–
125 (AICPA, Professional Standards), the Auditing Standards Board (ASB) has
substantially completed its project to redraft all the auditing sections in AICPA
Professional Standards. The issuance of the clarified standards reflects the
ASB's established clarity drafting conventions designed to make the standards
easier to read, understand, and apply. Among other improvements, generally
accepted auditing standards (GAAS) now specify more clearly the objectives of
the auditor and the requirements with which the auditor has to comply when
conducting an audit in accordance with GAAS.
.38 As the ASB redrafted the standards for clarity, it also converged
the standards with the International Standards on Auditing issued by the
International Auditing and Assurance Standards Board.
.39 Although the purpose of redrafting the auditing standards is for clarity
and convergence, not to create additional requirements, auditors will need to
make some adjustments to their practices as a result of this project.

Effective Date
.40 The clarified standards generally will be effective for audits of financial
statements for periods ending on or after December 15, 2012. Thus, the clarified
standards will be effective for calendar year 2012 audits.

Impact of the Clarity Project
.41 The revisions to GAAS, although extensive, do not create many substantial requirements or change many existing requirements. Most are consistent with existing GAAS. Some, however, do contain significant changes
from the extant1 standards and require auditors to prepare accordingly. Now
is the time for all auditors to start preparing for the transition to the clarified
standards that are effective for calendar year 2012 audits. A smooth transition
requires information, education, and training.
.42 To assist you in the transition, the following paragraphs highlight
some important steps you can take to start preparing for the clarified standards
and to minimize the impact of the transition on your firm and clients.
.43 First, familiarize yourself with the clarified standards, including the
application material, appendixes, and exhibits. The ASB has redrafted its
Statements on Quality Control Standards and SASs using a drafting convention called the clarity format. This new format is clear, consistent, and easy to
understand.2

1
The term extant is used throughout this Audit Risk Alert in reference to the standards that
are superseded by the clarified standards.
2
The Auditing Standards Board is also clarifying the attestation standards, and the Accounting
and Review Services Committee is clarifying the compilation and review standards following this
format.
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.44 The clarity format presents each standard in these categories:

r
r
r
r
r

Introduction. The introduction explains the purpose and scope of
the standard.
Objective. The objective defines the context in which the requirements are set.
Definitions. The "Definitions" section, included when relevant, explains specific meanings of terms in the standard.
Requirements. The requirements set out what the auditor is required to do to achieve the objective of the standard. Requirements
are expressed using the words the auditor should or the auditor
must.
Application and other explanatory material. "Application and
Other Explanatory Material" paragraphs are cross-referenced to
the requirements and provide further explanation of, and guidance for, carrying out the requirements of the standard. These
paragraphs are an integral part of the standard, and the auditor
is required to read and understand the entire text of the standard,
including these paragraphs, in order to understand the objectives
of the standard and apply its requirements properly.

.45 Other clarity drafting conventions include the following:

r
r
r

When appropriate, special considerations relevant to audits of
smaller, less complex entities within the text of the standard
When appropriate, special considerations relevant to audits of
governmental entities within the text of the standard
Formatting techniques, such as bullet lists, to enhance readability

.46 After reviewing the standards and becoming familiar with the
changes, identify the timing for transitioning the clarified standards for each
engagement. For example, several new requirements may involve planning
discussions with the client early in 2012, some may affect interim testing and
other fieldwork, and some may require changes to the report. Steps your firm
can take to implement the standards may include the following:

r
r

Appoint a person or team to be in charge of the transition.

r
r

Provide training for all audit staff.

r

Consider establishing small task forces of staff at different levels
to develop revisions to the firm's audit methodologies.
Review your client base to determine those clients that will be
affected first.
Provide an overview of how the audit engagement may change for
key client personnel.

.47 In addition to determining any changes necessary to audit procedures
and training in accordance with your firm's quality control procedures, you
will need to revise firm guidance and audit methodology to refer to the clarified
standards. The effort required for these revisions will depend on the level of
detail of such references in your firm's methodology.
.48 The Audit Risk Alert Understanding the Clarified Auditing Standards
(product no. ARACLA12P) identifies the substantive and clarifying changes
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in requirements from the Clarity Project and includes a mapping schedule
tracking the extant standards to the clarified standards.

Implementing New Requirements for Supplementary Information
and Other Information in Audits of State and Local Governments
Overview
.49 Similarities, but important differences, exist between how GASB defines supporting information and how the AICPA auditing standards refer to
that same information. The following is intended to clarify the two standardsetters' descriptions of the information.
.50 According to GASB Concepts Statement No. 3, Communication Methods in General Purpose External Reports That Contain Basic Financial Statements, supporting information places basic financial statements and notes to
basic financial statements in an appropriate operational, economic, or historical
context. The information is either (a) required by the GASB as required supplementary information (RSI) to be presented with the basic financial statements
and the notes thereto; (b) supplementary information, which is required by law
or regulation to be presented; or (c) supplementary information presented at
the election of the preparer. Supplementary information, as contemplated in
GASB Concepts Statement No. 3 (that is, b and c preceding), are referred to
in the Audit and Accounting Guide State and Local Governments (2012) when
describing GASB requirements as "GASB defined" supplementary information
("GASB defined" SI). GASB Concepts Statement No. 3 limits its discussion of
supporting information to GASB defined SI and RSI.
.51 In contrast, the AICPA auditing standards refer to such supporting
information as either RSI, other information (OI), or supplementary information (SI). AU section 558, Required Supplementary Information (AICPA,
Professional Standards), defines RSI consistently with GASB literature. AU
section 550, Other Information in Documents Containing Audited Financial
Statements (AICPA, Professional Standards), defines OI as financial and nonfinancial information (other than the financial statements and the auditor's
report thereon) that is included in a document containing audited financial
statements and the auditor's report thereon, excluding required supplementary information. AU section 551, Supplementary Information in Relation to
the Financial Statements as a Whole (AICPA, Professional Standards), defines
SI as information presented outside the basic financial statements, excluding
required supplementary information that is not considered necessary for the
financial statements to be fairly presented in accordance with the applicable
financial reporting framework. The guide uses SI to describe information for
which (a) the required conditions in AU section 551 have been met, and (b)
the auditor has been engaged to provide an "in relation to" opinion and OI for
situations when the limited procedures in AU section 550 are required.

Supplementary Information in Relation to the Financial Statements
as a Whole
.52 SI may be presented in a document containing the audited financial
statements or separate from the financial statements. An opinion on whether
SI is fairly stated in all material respects is made in relation to the basic
financial statements as a whole, not in relation to individual opinion units.
Auditor responsibilities for determining whether the SI meets the required
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conditions, obtaining the agreement of management, performing the required
procedures, obtaining written representations from management reporting of
the required elements and dating of the report on SI are defined in AU section
551.
.53 In order to opine on whether SI is fairly stated, in all material respects,
in relation to the financial statements as a whole, the auditor should determine
that all the following conditions are met as required by paragraph .05 of AU
section 551:

r
r
r
r
r

The SI was derived from, and relates directly to, the underlying
accounting and other records used to prepare the financial statements.
The SI relates to the same period as the financial statements.
The financial statements were audited, and the auditor served as
the principal auditor in that engagement.
Neither an adverse opinion nor a disclaimer of opinion was issued
on the financial statements.
The SI will accompany the entity's audited financial statements,
or such audited financial statements will be made readily available.

.54 Paragraph .A9 of AU section 551 provides that audited financial statements are deemed to be readily available if a third-party user can obtain the
audited financial statements without any further action by the entity. For example, financial statements on the entity's website may be considered readily
available, but being available upon request is not considered readily available.

Reporting on Prior-Year Supplementary Information
.55 Often, SI includes prior-year information. For example, combining and
individual fund financial statements presented as SI may include data for two
or more years. When prior-year SI is presented, the auditor may be engaged to
express an opinion on whether all or certain of the prior-year SI is fairly stated,
in all material respects, in relation to the basic financial statements as a whole.
The following discusses considerations for expressing an "in relation to" opinion
on prior-year SI that accompanies the current-year financial statements when
the basic financial statements for the prior year are not also presented in the
financial report.
.56 If a continuing auditor subjected the prior-year SI to the auditing
procedures applied in the audit of the prior year, as well as if the auditor was
engaged to perform the additional procedures required in AU section 551, the
auditor is able to express an "in relation to" opinion on that information. In
expressing that opinion in the current-year report, the auditor's report should
include a statement that the prior-year basic financial statements are not included in the current-year presentation, the date of the auditor's report on the
prior-year financial statements, and the types of opinions expressed on those
prior-year financial statements. For example, the explanatory paragraphs in
this situation could read as follows:
Our audit for the year ended June 30, 20X1, was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Example's basic financial statements. The [identify accompanying supplementary information, such as the combining
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and individual nonmajor fund financial statements] for the year ended
June 30, 20X1, are presented for purposes of additional analysis and
are not a required part of the basic financial statements. Such information is the responsibility of management and was derived from,
and relates directly to, the underlying accounting and other records
used to prepare the basic financial statements. The information has
been subjected to the auditing procedures applied in the audits of the
basic financial statements for the year ended June 30, 20X1, and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to the basic financial statements as a whole
for the year ended June 30, 20X1.
We also previously audited, in accordance with auditing standards
generally accepted in the United States of America, the basic financial statements of City of Example as of and for the year ended June
30, 20PY (not presented herein), and have issued our report thereon
dated September 15, 20PY, which contained unqualified opinions on
the respective financial statements of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information. The [identify accompanying supplementary information,
such as the combining and individual nonmajor fund financial statements] for the year ended June 30, 20PY, is presented for purposes
of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management and
was derived from, and relates directly to, the underlying accounting
and other records used to prepare the 20PY financial statements. The
[identify accompanying supplementary information, such as the combining and individual nonmajor fund financial statements] have been
subjected to the auditing procedures applied in the audit of the 20PY
basic financial statements and certain additional procedures, including comparing and reconciling such information directly to the underlying accounting and other records used to prepare those financial
statements or to those financial statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all material respects in relation to the basic
financial statements as a whole for the year ended June 30, 20PY.
.57 If a predecessor auditor audited the basic financial statements in the
years for which the prior-year SI is presented, and that auditor subjected the
prior-year SI to the auditing procedures in AU section 551 in the prior year
and expressed an "in relation to" opinion on that SI, the successor auditor is
able to refer to that opinion. In the current-year report, the successor auditor
should include statements that the prior-year basic financial statements are not
included in the current-year presentation and that those financial statements
were audited by another auditor, the date of the predecessor auditor's report,
and the types of opinions expressed on those prior-year financial statements
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and on the SI. For example, the explanatory paragraphs in this situation could
read as follows:
Our audit for the year ended June 30, 20X1, was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Example's basic financial statements. The [identify accompanying supplementary information, such as the combining
and individual nonmajor fund financial statements] for the year ended
June 30, 20X1, is presented for purposes of additional analysis and are
not a required part of the basic financial statements. Such information is the responsibility of management and was derived from, and
relates directly to, the underlying accounting and other records used to
prepare the basic financial statements. The information has been subjected to the auditing procedures applied in the audits of the financial
statements for the year ended June 30, 20X1, and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and other records used to prepare
the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America.
In our opinion, the information is fairly stated in all material respects
in relation to the basic financial statements as a whole for the year
ended June 30, 20X1.
The City of Example's basic financial statements for the year ended
June 30, 20PY(not presented herein), were audited by other auditors
whose report thereon dated September 15, 20PY, expressed unqualified opinions on the respective financial statements of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information. The report of the other auditors dated
September 15, 20PY, stated that the [identify accompanying supplementary information, such as the combining and individual nonmajor
fund financial statements] for the year ended June 30, 20PY, was subjected to the auditing procedures applied in the audit of the 20PY basic
financial statements and certain additional auditing procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare those basic
financial statements or those basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United States of America and, in their
opinion, was fairly stated in all material respects in relation to the
basic financial statements as a whole for the year ended June 30,
20PY.

Other Information
.58 If the auditor is not engaged to issue an "in relation to" opinion under
AU section 551 on the "GASB defined" SI, then AU section 550 applies. Other
information, or OI, as defined by AU section 550, is financial and nonfinancial information (other than the financial statements and the auditor's report
thereon) that is included in a document containing audited financial statements
and the auditor's report thereon, excluding RSI. In a government environment,
OI typically includes information in the introductory and statistical sections of
a comprehensive annual financial report (CAFR). The objective of the auditor
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with respect to OI is to respond appropriately when the auditor becomes aware
that documents containing audited financial statements and the auditor's report thereon include OI that could undermine the credibility of those financial
statements and the auditor's report. Auditor responsibilities, when material
inconsistencies, material misstatements of fact, or both, are identified upon
reading of the OI are also discussed in AU section 550.

Restricted Use Alert
.59 AU-C section 905, Alert That Restricts the Use of the Auditor's Written Communication (AICPA, Professional Standards), establishes an umbrella
requirement to include an alert that restricts the use of the auditor's written
communication when the potential exists for that communication to be misunderstood if taken out of the context in which the written communication
is intended to be used. In addition to auditor's reports, the auditor's written
communications may include letters communicating internal control-related
matters or presentations addressing communications with those charged with
governance.
.60 The alert language in AU-C section 905, which indicates that the
communication is solely for the information and use of the specified parties, is
consistent with the extant standard. However, the guidance provides different
wording to be used when the engagement is performed in accordance with
Government Auditing Standards, and the written communication pursuant to
that engagement is made in accordance with certain other AU-C sections.
.61 AU-C section 905 provides that the alert language generally required
in the standard should not be used when

r
r

the engagement is performed in accordance with Government Auditing Standards, and
the auditor's written communication pursuant to the engagement
is issued in accordance with
— AU-C section 265, Communicating Internal Control Related Matters Identified in an Audit (AICPA, Professional
Standards);
— AU-C section 806, Reporting on Compliance With Aspects
of Contractual Agreements or Regulatory Requirements in
Connection With Audited Financial Statements (AICPA,
Professional Standards); or
— AU-C section 935, Compliance Audits (AICPA, Professional Standards).

.62 Thus, auditors engaged to report in accordance with Government Auditing Standards need to be aware of the difference in language required in
AU-C section 905. Further, the guidance in AU-C section 905 is effective for
the auditor's written communications in a financial statement audit for periods ending on or after December 15, 2012. So, for auditor's reports on financial
statements audited under Government Auditing Standards, the new purpose
language should be included in reports for periods ending on or after December 15, 2012 (for example, December 31, 2012, year-end audits). However, it is
important to note that this guidance is effective for other engagements (that
is, compliance audits) conducted in accordance with GAAS for the auditor's
written communication issued on or after December 15, 2012, and, therefore,
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may affect a written communication prior to the date that the clarified auditing
standards are effective for the financial statement audit engagement.
.63 This topic is discussed in more depth in the Audit Risk Alert Government Auditing Standards and Circular A-133 Developments. Illustrative
reports that contain language based on the guidance in AU-C section 905 will
be available in the 2012/2013 Audit Guide Government Auditing Standards
and Circular A-133 Audits that is scheduled to be available in late 2012.

Group Audits
.64 Auditing standards for group audits were significantly changed by
the Clarity Project. Group audits involve the audit of group financial statements. AU-C section 600, Special Considerations—Audits of Group Financial
Statements (Including the Work of Component Auditors) (AICPA, Professional
Standards), specifically articulates the procedures necessary for a group engagement team to perform when auditing group financial statements. The requirements of AU-C section 600 may affect a firm's decision whether to accept
or continue an engagement. A major area of change addresses effective communication with, and supervision of, the component auditor. This guidance is a
substantive change from that found in AU section 543, Part of Audit Performed
by Other Independent Auditors (AICPA, Professional Standards). AU-C section
600 introduces a number of new terms, concepts, and requirements related to
group audits that will significantly affect current practice. Because the new
standard is much broader than previous guidance and is effective for audits of
group financial statements for periods ending on or after December 15, 2012,
it is important for auditors to fully understand the requirements of the new
standard well in advance of its effective date.
.65 The clarified standard identifies a group audit as the audit of group
financial statements (that is, financial statements that include the financial
information of more than one component). A group audit exists, for example,
when management prepares financial information that is included in the group
financial statements related to a function, process, product or service, or geographical location (subsidiary in a foreign country). Group audits usually, but
not always, include the work of component auditors. A component auditor performs work on financial information related to a component of the group that
the group engagement team will use for the group audit and can be an auditor
within the same audit firm (member office firm in another city or country) or
a different audit firm. A component auditor includes, for example, another auditor or an audit team from another office that performs inventory testing in
remote locations for the group auditor.
.66 AU-C section 600 is significantly broader in scope than the extant
standard. It shifts the focus of the audit from how to conduct an audit that
involves other auditors to how to conduct an effective audit of group financial
statements. AU-C section 600 includes requirements of GAAS established in
other standards that are applied in audits of group financial statements. AU-C
section 600 strengthens existing standards by making it easier for auditors to
understand and apply the requirements of GAAS, such as those contained in
the risk assessment standards, in the context of an audit of group financial
statements. The extant standard was written in 1972 and, thus, does not take
into consideration the risk assessment standards.
.67 The following questions and answers point out some of the major
changes in the new standard that may assist auditors in recognizing when
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they are involved in an audit of group financial statements:

r
r

r

r

r

What are group financial statements? Group financial statements
include the financial information of more than one component. The
concept of group financial statements is broader than consolidated
or combined financial statements.
What is a component? A component is an entity or a business activity for which group or component management prepares financial
information that is required to be included in the group financial
statements. It is a broader concept than in previous guidance and
may include, but is not limited to, subsidiaries, geographical locations, divisions, investments, products or services, functions, or
processes.
Does an other auditor audit components, and does the principal
auditor audit the group financial statements? The auditor who performs work on the financial statements or financial information of
a component is now referred to as the component auditor, rather
than an other auditor. The auditor of the group financial statements, which encompasses the firm and group engagement team,
including the group engagement partner, replaces the concept of
the principal auditor. A member of the group engagement team
may perform work on the financial information of a component
for the group audit at the request of the group engagement team.
When this is the case, such a member of the group engagement
team is also a component auditor.
Do the requirements change for making reference to the work of
other auditors? The new standard better articulates the degree of
involvement required when reference is made to component auditors in the auditor's report on the group financial statements.
It establishes three explicit conditions that are necessary for the
group engagement partner to make reference to a component auditor in the auditor's report on the group financial statements.
Additionally, the new standard establishes requirements that apply to all group audits, regardless of whether reference is made to
the work of the component auditor.
Are new procedures required when assuming responsibility for the
work of other auditors? Provisions of the new standard apply to
all group audits, regardless of whether reference is made to the
work of the component auditor. The new standard specifically
articulates the procedures necessary for the group engagement
team to perform in order to be involved with component auditors
to the extent necessary for an effective audit. Additional specific
procedures are applicable when the auditor of the group financial
statements assumes responsibility for the work of a component
auditor.

Considerations Specific to Audits of State and Local Governments
.68 GASB standards contain requirements for what is to be included in
the state and local government financial reporting entity. Accordingly, the financial statements of state and local governments may include different legal
entities or business activities and may have highly decentralized financial accounting or reporting systems. Furthermore, many of the different legal entities
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and business activities included in the governmental financial reporting entity
may issue separate audited financial statements that are incorporated into
the state or local government's basic financial statements. Therefore, AU-C
section 600 will likely apply to many audits of state and local governments.
The "Application and Other Explanatory Material" section of AU-C section
600 includes several references to requirements of AU-C section 600 that may
warrant special consideration when auditing state and local governments. The
AICPA Audit and Accounting Guide State and Local Governments provides
guidance to assist auditors in auditing and reporting on state and local government financial statements in accordance with GAAS. The guide will be updated
for the clarity SASs, including the requirements of AU-C section 600, in 2013.
.69 There will be certain areas that are somewhat unique in audits of a
state or local government's financial statements in terms of implementing this
standard. For example

r
r

r

r

terms used in AU-C section 600 are defined differently than certain similar terms used in the GASB literature, such as component
versus component unit and business activity versus business-type
activity.
identification of components as defined in AU-C section 600 (see
paragraph .A5 of AU-C section 600) may result in the group
engagement team identifying components even if no component
units are included in the reporting entity. For example, paragraph .25 of AU-C section 600 provides that the component financial statements are prepared using the same financial reporting
framework as the group financial statements. In some governmental entities, this requirement may call for significant additional
evaluation to determine if reference can be made to the work of a
component auditor.
the consolidation process may involve different accounting policies and different reporting periods (see paragraphs .36 and .38,
respectively, as well as paragraph .A12, of AU-C section 600). For
example, components in governmental group financial statements
that are also component units for purposes of the reporting entity
may not be audited by the auditor of the group financial statements (that is, the auditor of the primary government). Therefore,
the financial information of a component, audited by a component
auditor, may not be prepared in accordance with the same accounting policies applied in the group financial statements.
communication with a component auditor (see paragraphs .40–
.41 of AU-C section 600) may involve auditors for governmental
entities who have been appointed through a competitive selection
process. The existence of numerous auditors, who are often competitors, may hinder the communications between the auditor and
the auditor of the group financial statements (that is, the auditor
of the primary government) and the auditor of a component unit.

.70 The new Audit Risk Alert Understanding the Responsibilities of Auditors for Audits of Group Financial Statements (product no. ARAGRP12P)
summarizes the new standard and provides implementation guidance for the
auditor of the group financial statements, including auditors of state and local
governments. However, auditors will need to read the new standard and the
application material in their entirety to fully understand the new standard and
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its effect on current practice. Additionally, as noted previously, the 2013 edition of the AICPA Audit and Accounting Guide State and Local Governments,
will also provide additional governmental-specific guidance for implementing
the group audits standard.

Special Purpose Frameworks
.71 Many governments prepare financial statements in conformity with
a special purpose framework (comprehensive basis of accounting other than
accounting principles generally accepted in the United States of America
[GAAP]). Reporting on such statements has been subject to AU section 623,
Special Reports (AICPA, Professional Standards), which will be superseded by
AU-C section 800, Special Considerations—Audits of Financial Statements Prepared in Accordance With Special Purpose Frameworks (AICPA, Professional
Standards).
.72 AU-C section 800 specifically defines a special purpose framework as
a financial reporting framework other than GAAP and limits it to one of the
following bases of accounting:

r
r
r
r

Cash basis
Tax basis
Regulatory basis
Contractual basis

The cash, tax, and regulatory bases of accounting are commonly referred
to as other comprehensive bases of accounting (OCBOA). Although defined as
a special purpose framework, the contractual basis of accounting is not considered an other comprehensive basis of accounting. Auditors that have been
engaged to audit and report on OCBOA financial statements should be aware
that an updated edition of the AICPA Practice Aid Applying OCBOA in State
and Local Governmental Financial Statements will be released in early fall
2012. The updated practice aid will incorporate the provisions of AU-C section
800.

Summary of Frequent Violations Relating to Governmental
Audits—Ethics Division
.73 The AICPA Professional Ethics Division investigates potential disciplinary matters involving members of the AICPA and state CPA societies
participating in the Joint Ethics Enforcement Program. The investigations of
audits of government entities are typically initiated by referral from the offices of inspectors general. The Professional Ethics Division has compiled a
summary of recent violations relating to financial statement audits of state
and local governments that were frequently found in investigations related to
governments.

General Audit Deficiencies
.74 General audit deficiencies noted included working paper documentation deficiencies and lack of adequate audit evidence. The following findings
pertain to disclosure errors and omissions or errors in financial statement reporting or presentation:

r
r

The auditor failed to dual date or re-date a reissued report.
The auditor failed to qualify opinions for GAAP departures.
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The auditor's report did not contain an appropriate indication of
the character of the examination and the degree of responsibility
taken with respect to the required supplementary information
or supplementary information accompanying the basic financial
statements, or both.
The auditor failed to opine on the prior year summarized information and failed to note that the financial statements did not
disclose that the prior year summarized information did not constitute a presentation in accordance with GAAP.
The auditor failed to reissue the report once it was brought to his
or her attention that errors had been detected by the referring
agency.

.75 Additionally, the following findings pertain to audit report errors and
omissions:

r
r
r
r
r
r
r

The debt service requirements to maturity were not disclosed.
The accounting policy with respect to receivables, the allowance
for doubtful accounts, and the allowance itself were not disclosed.
The criteria used for determining component units were not disclosed.
The audited entity expensed property acquired with federal or
state grants.
Pension disclosures were not adequate.
The MD&A section was missing required elements or included
items unallowed or was not presented as required, and the auditor's reporting on MD&A was not appropriately modified.
An estimate of the current portion of compensated absences was
not made and recorded in the government-wide or fund financial
statements, nor was it disclosed in the notes.

Accounting Issues and Developments
GASB Codification of Accounting and Financial
Reporting Guidance
.76 Prior to the issuance of GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30,
1989 FASB and AICPA Pronouncements, a number of individual GASB pronouncements made certain AICPA and Financial Accounting Standards Board
(FASB) pronouncements specifically applicable to governmental entities. For
example, GASB Statement No. 34, Basic Financial Statements—and Management's Discussion and Analysis—for State and Local Governments, requires the
application of certain pronouncements of FASB and its predecessor standardsetting organizations issued on or before November 30, 1989, and permits the
application of later FASB pronouncements in certain situations.
.77 GASB Statement No. 62 incorporates guidance that previously could
only be found in certain FASB and AICPA pronouncements (collectively referred to as the FASB and AICPA pronouncements in GASB Statement No.
62). In addition, GASB Statement No. 62 supersedes GASB Statement No.
20, Accounting and Financial Reporting for Proprietary Funds and Other
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Governmental Entities That Use Proprietary Fund Accounting, as amended,
and amends or supersedes various other GASB and National Council on Governmental Accounting (NCGA) standards and interpretations. The specific
paragraphs and footnotes of the various GASB and NCGA standards and interpretations that are amended or superseded upon the effective date of GASB
Statement No. 62 are identified in paragraph 4 of GASB Statement No. 62.
.78 According to GASB
By incorporating and maintaining this guidance in a single source,
the Statement reduces the complexity of locating and using authoritative literature needed to prepare state and local government financial
reports. It improves financial reporting by eliminating the need for
financial statement preparers and auditors to determine which FASB
and AICPA pronouncement provisions apply to state and local governments, thereby resulting in a more consistent application of relevant
guidance in financial statements of state and local governments. Finally, it contributes to the GASB's efforts to codify all sources of generally accepted accounting principles for state and local governments
so that they can be found within a single source.
Although much of the guidance has been lifted directly from the original FASB
and AICPA pronouncements, certain modifications were made specifically to
the government environment to increase its usefulness.
.79 Certain FASB and AICPA pronouncements were excluded from GASB
Statement No. 62 because GASB believes these pronouncements (a) conflict
with or contradict GASB pronouncements or (b) rarely apply to state and local
governments.
.80 Generally, GASB Statement No. 62 will affect state and local governments as follows:

r
r

r

FASB and AICPA pronouncements issued on or before November
30, 1989, become "other accounting literature" in the hierarchy of
GAAP for state and local governments.
The election in paragraph 7 of GASB Statement No. 20, as
amended, allowing enterprise funds and business-type activities
to apply post-November 30, 1989, FASB statements and interpretations that do not conflict with or contradict GASB pronouncements is eliminated. Governmental entities will continue to apply
GASB Statement No. 20, as amended, until the earlier of the effective date of GASB Statement No. 62 or when they first apply
the provisions of GASB Statement No. 62.
Enterprise funds and business-type activities can continue to apply, as "other accounting literature," post-November 30, 1989,
FASB statements and interpretations that do not conflict with
or contradict GASB pronouncements.

.81 GASB Statement No. 62 is effective for periods beginning after December 15, 2011, with earlier application encouraged. There may also be some
governmental entities that elect to apply the provisions of GASB Statement
No. 62 prior to the effective date. Those entities will need to carefully review
GASB Statement No. 62 and also ensure that any general or specific references
to FASB and AICPA pronouncements issued on or before November 30, 1989,
are removed from the financial statements and the notes thereto, and that the
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requirements of GASB Statement No. 62 that replace those pronouncements
are followed. The Audit and Accounting Guide State and Local Governments
(2012) reflects the implementation of GASB Statement No. 62.

Determining the Appropriate Reporting Framework
.82 The organizational structure of many governments has become increasingly complex. The demands placed on governments to provide services
may outpace their legal, financial, or administrative ability to provide those services within the traditional framework of general purpose government. Therefore, questions sometimes arise regarding the appropriate reporting framework
that an entity should be following (that is, standards of GASB or standards of
FASB). In answering these questions, consideration needs to be made about
whether the entity meets the definition of a government.
.83 The following definition is included in various AICPA Audit and Accounting Guides including State and Local Governments, Not-for-Profit Entities, and Health Care Entities (the guides): Public corporations and bodies, corporate and politic, are governmental entities. Other entities are governmental
if they have one or more of the following characteristics:

r
r
r

Popular election of officers or appointment or approval of a controlling majority of the members of the entity's governing body by
officials of one or more state or local governments
The potential for unilateral dissolution by a government with the
net assets reverting to a government
The power to enact and enforce a tax levy

.84 Furthermore, entities are presumed to be governmental if they have
the ability to issue directly (rather than through a state or municipal authority) debt that pays interest exempt from federal taxation. However, entities
possessing only that ability (to issue tax-exempt debt) and none of the other
governmental characteristics may rebut the presumption that they are governmental if their determination is supported by compelling, relevant evidence.
.85 Entities are governmental or nongovernmental for accounting, financial reporting, and auditing purposes based solely on the application of the
preceding criteria; other factors are not determinative. For example, the fact
that an entity is incorporated as a not-for-profit entity and exempt from federal
income taxation under the provisions of Section 501 of the Internal Revenue
Code is not a criterion in determining whether an entity is governmental or
nongovernmental for accounting, financial reporting, and auditing purposes.
.86 Auditors need to be aware of the preceding definition for the purpose
of determining whether clients are following the proper reporting framework,
especially when taking on new clients. In practice, some entities have not
been aware of the preceding definition and, ultimately, may have followed the
incorrect reporting framework. Some of the types of entities that sometimes
fall into this category include the following:

r
r
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r

of a government but follow FASB standards, believing that their
tax-exempt status is the key criterion;
Certain public pension plans (that is, certain plans of tribal entities) that meet the definition of a government believe they are
subject to the Employee Retirement Income Security Act (ERISA)
rules and utilize FASB standards, believing that ERISA requires
FASB reporting. Although ERISA requires GAAP reporting, it
does not state the appropriate GAAP to be followed.

.87 When obtaining an understanding of the entity, the auditor should
consider the preceding definition of a government and evaluate whether the
proper reporting framework is being applied and consider whether changes in
the structure of the entity or its related entities could or should have an impact
on the reporting framework.

New and Revised Requirements Under GASB Statement No. 61
.88 In December 2010, GASB issued GASB Statement No. 61, The Financial Reporting Entity: Omnibus—an amendment of GASB Statements No. 14
and No. 34. GASB Statement No. 61 is designed to improve financial reporting
for governmental entities by amending the requirements of GASB Statement
Nos. 14, The Financial Reporting Entity, and 34 to better meet user needs and
address reporting entity issues that have come to light since those statements
were issued in 1991 and 1999.
.89 Financial accountability has been the primary criterion for determining which legally separate organizations are included as component units.
GASB Statement No. 61 retains the overarching concept of financial accountability; however, it adds a benefit and burden concept to the fiscal dependency
criterion in order for inclusion as a component unit.
.90 In addition, the statement revises and clarifies the criteria for when
it is appropriate to blend component units (that is, reporting component units
as if they were part of the primary government) in certain circumstances.
The statement did not change the requirement to blend if the component unit
provides services entirely or almost entirely to the primary government or,
otherwise, exclusively or almost exclusively benefits the primary government,
even though it does not provide services directly to it. However, in the Basis
for Conclusions, GASB explains its intent that the goods or services must be
provided to the government itself in order to qualify for blending under this
criterion. The statement adds a requirement to blend when a debt-issuing
component unit's total debt outstanding, including leases, is expected to be
repaid entirely or almost entirely with resources of the primary government.
The statement also clarifies what is meant by substantively the same governing
body and adds additional criteria to meet in order to blend in this situation.
.91 For primary governments that are business-type activities reporting
in a single column (for example, a state university), the new guidance provides
that a component unit that meets the criteria for blending may be included
by consolidating its financial statement data within the single column of the
primary government and disclosing condensed combining information in the
notes to the financial statements, which will allow users to better distinguish
between the primary government and its component units.
.92 Lastly, a requirement for recognizing an asset representing an equity interest in a component unit helps ensure that the primary government's
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financial statements do not understate its financial position and provides for a
consistent and understandable display of those equity interests. Upon implementation of GASB Statement No. 61, the primary government must recognize
the ownership of an equity interest in a component unit as an asset of the fund
that has the equity interest rather than as an outflow.
.93 The requirements of GASB Statement No. 61 are effective for financial
statements for periods beginning after June 15, 2012. Earlier application is
encouraged. Based on some of the changes that are perceived as favorable by
preparers (such as, recognition of an equity interest in a discretely presented
component unit, which was previously not allowed), some governments have
elected to early adopt the provisions of this statement, and it is anticipated
others may follow.
.94 Members of the AICPA State and Local Government Expert Panel are
drafting an article to point out some of the implementation nuances of GASB
Statement No 61. The article will be publicly posted to the AICPA GAQC's
website at www.aicpa.org/GAQC upon its completion.

Recently Issued GASB Pronouncements and Related Guidance
.95 The following summaries are for informational purposes only and
should not be relied upon as a substitute for a complete reading of the applicable standard. The Audit Risk Alert General Accounting and Auditing
Developments—2011/12 (product no. 0223310) and other AICPA industryspecific alerts also contain summaries of recent nongovernmental accounting
pronouncements that may not be discussed here. To obtain copies of AICPA
literature, call 888.777.7077 or visit www.cpa2biz.com.

GASB Statement No. 66
.96 GASB Statement No. 66, Technical Corrections—2012—an amendment of GASB Statements No. 10 and No. 62, amends GASB Statement No. 10,
Accounting and Financial Reporting for Risk Financing and Related Insurance
Issues, by removing the provision that limits fund-based reporting of a state
and local government's risk financing activities to the general fund and the
internal service fund type. As a result, governments would base their decisions
about governmental fund type usage for risk financing activities on the definitions in GASB Statement No. 54, Fund Balance Reporting and Governmental
Fund Type Definitions.
.97 This statement also amends GASB Statement No. 62 by modifying
the specific guidance on accounting for (a) operating lease payments that vary
from a straight-line basis, (b) the difference between the initial investment
(purchase price) and the principal amount of a purchased loan or group of loans,
and (c) servicing fees related to mortgage loans that are sold when the stated
service fee rate differs significantly from a current (normal) servicing fee rate.
These changes would eliminate any uncertainty regarding the application of
GASB Statement No. 13, Accounting for Operating Leases with Scheduled Rent
Increases, and result in guidance that is consistent with the requirements in
GASB Statement No. 48, Sales and Pledges of Receivables and Future Revenues
and Intra-Entity Transfers of Assets and Future Revenues, respectively.
.98 GASB Statement No. 66 is effective for periods beginning after December 15, 2012. Earlier application is encouraged. In the first period this
statement is applied, changes should be treated as an adjustment of prior
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periods, and financial statements presented for the periods affected should be
restated.

GASB Statement No. 65
.99 GASB Concepts Statement No. 4, Elements of Financial Statements,
specifies that recognition of deferred outflows and deferred inflows should be
limited to those instances specifically identified in authoritative GASB pronouncements. Consequently, guidance was needed to determine which balances being reported as assets and liabilities should actually be reported as
deferred outflows of resources or deferred inflows of resources, according to
the definitions in GASB Concepts Statement No. 4. Based on those definitions,
GASB Statement No. 65, Items Previously Reported as Assets and Liabilities, reclassifies certain items currently being reported as assets and liabilities as deferred outflows of resources and deferred inflows of resources. In
addition, this statement recognizes certain items currently being reported as
assets and liabilities as outflows of resources and inflows of resources. This
statement also provides financial reporting guidance related to the impact of
the financial statement elements deferred outflows of resources and deferred
inflows of resources, such as changes in the determination of the major fund
calculations and limiting the use of the term deferred in financial statement
presentations.
.100 GASB Statement No. 65 is effective for periods beginning after December 15, 2012. Earlier application is encouraged. Accounting changes should
be applied retroactively by restating financial statements, if practical, for all
periods presented.

GASB Statement No. 64
.101 Some governments have entered into interest rate swap agreements
and commodity swap agreements in which a swap counterparty, or the swap
counterparty's credit support provider, commits or experiences either an act
of default or a termination event as both are described in the swap agreement. Many of those governments have replaced their swap counterparty, or
swap counterparty's credit support providers, either by amending existing swap
agreements or by entering into new swap agreements. When these swap agreements have been reported as hedging instruments, questions have arisen regarding the application of the termination of hedge accounting provisions in
GASB Statement No. 53, Accounting and Financial Reporting for Derivative
Instruments. Those provisions require a government to cease hedge accounting
upon the termination of the hedging derivative instrument, resulting in the
immediate recognition of the deferred outflows of resources or deferred inflows
of resources as a component of investment income.
.102 The objective of GASB Statement No. 64, Derivative Instruments:
Application of Hedge Accounting Termination Provisions—an amendment of
GASB Statement No. 53, is to clarify whether an effective hedging relationship
continues after the replacement of a swap counterparty or a swap counterparty's credit support provider. The statement sets forth criteria that establish
when the effective hedging relationship continues and hedge accounting should
continue to be applied.
.103 The provisions of this statement are effective for financial statements
for periods beginning after June 15, 2011. Earlier application is encouraged. In
the first period that this statement is applied, changes made to comply with this
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statement should be treated as an adjustment of prior periods, and financial
statements presented for the periods affected should be restated.

GASB Statement No. 63
.104 GASB Statement No. 63, Financial Reporting of Deferred Outflows
of Resources, Deferred Inflows of Resources, and Net Position, establishes standards for reporting deferred outflows of resources, deferred inflows of resources,
and net position.
.105 Amounts that are required to be reported as deferred outflows of
resources should be reported in the statement of financial position in a separate
section following assets. Similarly, amounts that are required to be reported as
deferred inflows of resources should be reported in a separate section following
liabilities. The total deferred outflows of resources may be added to the total
for assets, and the total for deferred inflows of resources may be added to the
total for liabilities to provide subtotals.
.106 The statement of net position should report all assets, deferred outflows of resources, liabilities, deferred inflows of resources, and net position.
Governments are encouraged to present the statement of net position in a format that displays assets, plus deferred outflows of resources, less liabilities, less
deferred inflows of resources, equals net position, although a balance sheet format (assets plus deferred outflows of resources equals liabilities plus deferred
inflows of resources, plus net position) may be used. Regardless of the format
used, the statement of net position should report the residual amount as net position, rather than net assets, proprietary or fiduciary fund balance, or equity.
Net position represents the difference between all other elements in a statement of financial position and should be displayed in three components—net
investment in capital assets, restricted (distinguishing between major categories of restrictions), and unrestricted.
.107 The net investment in capital assets component of net position consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets.
Deferred outflows of resources and deferred inflows of resources that are attributable to the acquisition, construction, or improvement of those assets or
related debt also should be included in this component of net position. If there
are significant unspent related debt proceeds or deferred inflows of resources
at the end of the reporting period, the portion of the debt or deferred inflows
of resources attributable to the unspent amount should not be included in the
calculation of net investment in capital assets. Instead, that portion of the debt
or deferred inflows of resources should be included in the same net position
component (restricted or unrestricted) as the unspent amount.
.108 The restricted component of net position consists of restricted assets
reduced by liabilities and deferred inflows of resources related to those assets.
Generally, a liability relates to restricted assets if the asset results from a
resource flow that also results in the recognition of a liability or if the liability
will be liquidated with the restricted assets reported.
.109 The unrestricted component of net position is the net amount of
the assets, deferred outflows of resources, liabilities, and deferred inflows of
resources that are not included in the determination of net investment in
capital assets or the restricted component of net position.
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.110 Deferred outflows of resources and deferred inflows of resources that
are required to be reported in a governmental fund balance sheet should be
presented in a format that displays assets plus deferred outflows of resources,
equals liabilities plus deferred inflows of resources, plus fund balance.
.111 Balances of deferred outflows of resources and deferred inflows of resources reported in a statement of net position or a governmental fund balance
sheet may be aggregations of different types of deferred amounts. Governments
should provide details of the different types of deferred amounts in the notes to
the financial statements if significant components of the total deferred amounts
are obscured by aggregation. Disclosure in the notes to the financial statements
is required only if the information is not displayed on the face of the financial
statements.
.112 In some situations, the amount reported for a component of net
position (net investment in capital assets, restricted, and unrestricted) may
be significantly affected by a transaction that has resulted in recognition of a
deferred outflow of resources or deferred inflow of resources. If the difference
between a deferred outflow of resources or deferred inflow of resources and
the balance of the related asset or liability is significant, governments should
provide an explanation of that effect on its net position in the notes to the
financial statements.
.113 GASB Statement No. 63 is effective for periods beginning after December 15, 2011. Earlier application is encouraged. In the first period that
this statement is applied, changes should be treated as an adjustment of prior
periods, and financial statements presented for the periods affected should be
restated.

Recent Pronouncements
.114 AICPA auditing and attestation standards are applicable only to audits and attestation engagements of nonissuers. The Public Company Accounting Oversight Board (PCAOB) establishes auditing and attestation standards
for audits of issuers. For information on pronouncements issued subsequent to
the writing of this alert, please refer to the AICPA website at www.aicpa.org,
the GASB website at www.gasb.org, the FASB website at www.fasb.org,
and the PCAOB website at www.pcaob.org. You also may look for announcements of newly issued accounting standards in the CPA Letter and the Journal
of Accountancy.

Recent Auditing and Attestation Pronouncements
and Related Guidance
.115 The following table presents a list of recently issued audit and attestation pronouncements and related guidance.
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Recent Auditing and Attestation Pronouncements and Related
Guidance
Statement on Auditing
Standards (SAS) No. 125,
Alert That Restricts the
Use of the Auditor's
Written Communication
(AICPA, Professional
Standards, AU-C sec. 905)

This SAS supersedes SAS No. 87, Restricting
the Use of an Auditor's Report (ACPA,
Professional Standards, AU sec. 532). This
statement includes a requirement to include
language that restricts the use of the auditor's
written communication when the subject
matter is based on (a) measurement or
disclosure
criteria that are determined by the
Issue Date: December 2011
auditor to be suitable for limited users who
have understanding of criteria, (b)
measurement or disclosure criteria that are
available only to specified parties, or (c)
identification of matters that are not the
primary objective of the engagement
(by-product report). This SAS has specific
requirements for audit engagements issued
under Government Auditing Standards. The
statement modifies guidance pertaining to
single combined reports in that language is
only required for restricted use reports, not
those for general use. Lastly, this SAS does not
require an auditor to consider informing a
client that restricted use reports are not
intended for distribution to nonspecified
parties.

SAS No. 124, Financial
Statements Prepared in
Accordance With a
Financial Reporting
Framework Generally
Accepted in Another
Country (AICPA,
Professional Standards,
AU-C sec. 910)
Issue Date: October 2011

SAS No. 123, Omnibus
Statement on Auditing
Standards—2011 (AICPA,
Professional Standards)
Issue Date: October 2011
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This SAS supersedes the requirements and
guidance in SAS No. 51, Reporting on
Financial Statements Prepared for Use in
Other Countries (AICPA, Professional
Standards, AU sec. 534). This statement
requires the auditor, in instances when a
report that is to be used in the United States
was prepared in accordance with a financial
reporting framework generally accepted in
another country, to include an
emphasis-of-matter paragraph to highlight the
foreign financial reporting framework but
permits the auditor to express an unqualified
opinion.
This SAS contains amendments to SAS Nos.
117–118 and the following AU-C sections
within SAS No. 122: 200, 230, 260, 705, and
915 (AICPA, Professional Standards).
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Recent Auditing and Attestation Pronouncements and Related
Guidance—(continued)
SAS No. 122, Statements
on Auditing Standards:
Clarification and
Recodification (AICPA,
Professional Standards)
Issue Date: October 2011

This SAS contains 39 clarified SASs and
recodifies the AU section numbers (using the
new AU-C designation), as designated by SAS
Nos. 1–121.

Recent Accounting Standards, Pronouncements,
and Related Guidance
.116 The following table presents a list of recently issued accounting standards, pronouncements, and related guidance.
Recent Accounting Standards, Pronouncements, and Related
Guidance
Governmental Accounting
Standards Board (GASB)
Statement No. 66
(March 2012)

Technical Corrections—2012—an amendment
of GASB Statements No. 10 and No. 62

GASB Statement No. 65
(March 2012)

Items Previously Reported as Assets and
Liabilities

GASB Statement No. 64
(June 2011)

Derivative Instruments: Application of Hedge
Accounting Termination Provisions—an
amendment of GASB Statement No. 53

GASB Statement No. 63
(June 2011)

Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and
Net Position

Recently Issued Technical Questions and Answers
.117 The following table presents a list of nonauthoritative audit and
attest technical questions and answers recently issued by the AICPA. Recently
issued questions and answers can be accessed at www.aicpa.org/interestareas/
frc/pages/recentlyissuedtechnicalquestionsandanswers.aspx.
Recently Issued Technical Questions and Answers
(AICPA, Technical Practice Aids)
Audit and Attest
Technical Questions and
Answers (TIS) section
9530.22
(Issued November 2011)

"Attestation Standards and Interpretive
Guidance for Reporting on a Service
Organization's Controls Relevant to User
Entities and for Reporting on an Entity's
Internal Control"
(continued)
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Recently Issued Technical Questions and Answers
(AICPA, Technical Practice Aids)—(continued)
Audit and Attest—(continued)
TIS section 9520.21
(Issued November 2011)

"Understanding Internal Control in Audit of a
Service Organization's Financial Statements
When Also Reporting on Service Organization's
Controls Under AT Section 801"

TIS section 9520.18
(Issued November 2011)

"Purpose of SSAE No. 16 Reports and SAS No.
70 Reports"

TIS section 9520.12
(Issued November 2011)

"Another CPA Firm Acts as the Accounting
Department for Your Client—Auditor
Responsibility"

TIS section 9520.09
(Revised November 2011;
Issued October 2011)

"Implementation Guidance for Reporting on
Controls at a Service Organization Under AT
Section 801"

TIS section 9520.06
(Revised November 2011;
Issued October 2011)

"Paragraphs That Address User Auditors in AU
Section 324"

TIS section 9520.05
(Revised November 2011;
Issued October 2011)

"Effective Dates of AT Section 801 and AU-C
Section 402"

TIS section 9520.03

"Changes Resulting From the New AU-C
Section 402 for User Auditors"

(Revised November 2011;
Issued October 2011)
TIS section 9520.02
(Revised November 2011;
Issued October 2011)
TIS section 9520.01
(Revised November 2011;
Issued October 2011)

"Requirements and Guidance for Service
Auditors Moved to Attestation Standards"
"New Standards for Service Auditors and User
Auditors"

TIS section 9150.28
(September 2011)

"Compilation Engagement When the
Accountant Is Performing Management
Functions"

TIS section 9160.27
(July 2011)

"Providing Opinion on a Schedule of
Expenditures of Federal Awards in Relation to
an Entity's Financial Statements as a Whole
When the Schedule of Expenditures of Federal
Awards Is on a Different Basis of Accounting
Than the Financial Statements"

Recent AICPA Independence and Ethics Developments
.118 The Audit Risk Alert Independence and Ethics Developments—2011/
12 (product no. 0224711) contains a complete update on new independence and
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ethics pronouncements. This alert will heighten your awareness of independence and ethics matters likely to affect your practice. Obtain this alert by
calling the AICPA at 888.777.7077 or visiting www.cpa2biz.com.

Revisions to Ethics Ruling No. 2 and New Definition
of Confidential Client Information
.119 In August 2011, the Professional Ethics Executive Committee
(PEEC) adopted revisions to Ethics Ruling No. 2, "Disclosure of Client Information to Third Parties," of ET section 391, Ethics Rulings on Responsibilities
to Clients (AICPA, Professional Standards, ET sec. 391 par. .003–.004). The
revisions clarify a member's obligations when the member provides confidential client information to another person, without disclosing the name of the
client, who then uses that information for benchmarking, research, or similar
purposes.
.120 The revisions to Ethics Ruling No. 2 require members to

r
r

obtain the client's specific consent, preferably in writing, to disclose confidential client information to a third party or to use that
information for the member's own purposes when the information
results in disclosure to others.
when a third party is involved, consider whether to execute a
contractual agreement with the third party to maintain the confidentiality or limit the use of the information.

.121 PEEC also adopted a new definition of confidential client information
that generally includes any information obtained from the client that is not
available to the public. Information that is in the public domain or available to
the public includes, but is not limited to, information that is

r
r
r
r
r
r
r

in a book, periodical, newspaper, or similar publication.
obtained from commercially available databases.
in a client document that the client has released to the public or
that has otherwise become a matter of public knowledge.
on client websites and available to persons accessing those websites without restrictions imposed by the client concerning use or
access.
released or disclosed by the client or other third parties in media
interviews, speeches, testimony in a public forum, presentations
made at seminars or trade association meetings, panel discussions, earnings press release calls, investor calls, analyst sessions,
investor conference presentations, or a similar public forum.
maintained by, or filed with, regulatory or governmental bodies
and available to the public.
obtained from other public sources.

.122 In conjunction with the revisions to Ethics Ruling No. 2, PEEC also
adopted related nonauthoritative guidance that can be found on the AICPA's
website at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/
DownloadableDocuments/Categories-of-Information.pdf.
.123 The revisions to Ethics Ruling No. 2 and the new definition of confidential client information became effective on November 30, 2011.
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Proposed Revisions to Interpretation No. 101-3
.124 In February 2011, the AICPA Professional Ethics Division released
an omnibus proposal that contained important clarifying language regarding
CPAs' provision of nonattest services. Among them, it made clear that certain
bookkeeping and other nonattest services that help clients produce more reliable financial information are permitted under the interpretation, even though
they may be viewed as maintaining an aspect of internal control for the client.
For example, it clarified that a practitioner is allowed to prepare and maintain
monthly account reconciliations for an attest client, provided that the client
accepts responsibility for the services and that other general requirements of
Interpretation No. 101-3, "Nonattest Services," under Rule 101, Independence
(AICPA, Professional Standards, ET sec. 101 par. .05), are met, such as ensuring that the client reviews and approves the account reconciliations and sufficiently understands the services performed to oversee them. This clarification
was made because some have interpreted the current standard as prohibiting
these activities, and the change reinforces that they are permissible.
.125 The exposure draft also proposed that management functions be
changed to management responsibilities and provided additional examples of
the types of activities that would be considered to be responsibilities of management and, therefore, impair independence.
.126 Comments on the exposure draft were due by May 31, 2011. During
the August 2011 PEEC meeting, adoption of the proposed revisions to Interpretation No. 101-3 was deferred until several of the observations made in the
comment letters were evaluated further by the Interpretation No. 101-3 study
group. The Interpretation No. 101-3 study group reported its updated recommendations at the November 2011 PEEC meeting. At the May 2012 meeting,
the PEEC voted to ballot certain of the Interpretation No. 101-3 amendments
for reexposure.
.127 PEEC meeting information, including meeting agendas, discussion
materials, and minutes of prior meetings, can be found at www.aicpa.org/
InterestAreas/ProfessionalEthics/Community/MeetingMinutesandAgendas/
Pages/MeetingInfo.aspx.
.128 Exposure drafts, including the previously mentioned omnibus exposure draft, issued by PEEC can be found at www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/ExposureDrafts/Pages/ExposureDrafts.aspx.

On the Horizon
.129 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. The following sections present brief information about some ongoing projects that have
particular significance to state and local governments or that may result in
significant changes. Remember that exposure drafts are nonauthoritative and
cannot be used as a basis for changing existing standards.
.130 The following table lists the various standard-setting bodies' websites
through which information may be obtained on outstanding exposure drafts,
including downloading exposure drafts. These websites contain in-depth information about proposed standards and other projects in the pipeline. Many
more accounting and auditing projects exist in addition to those discussed here.
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Readers should refer to information provided by the various standard-setting
bodies for further information.
Standard-Setting Body

Website

AICPA Auditing Standards
Board

www.aicpa.org/Research/Standards/
AuditAttest/ASB/Pages/
AuditingStandardsBoard.aspx

Financial Accounting
Standards Board

www.fasb.org

Governmental Accounting
Standards Board

www.gasb.org

Professional Ethics Executive
Committee

www.aicpa.org/InterestAreas/
ProfessionalEthics/Pages/
ProfessionalEthics.aspx

Securities and Exchange
Commission

www.sec.gov

Accounting Pipeline
Current GASB Projects
.131 GASB currently has a variety of projects in process. Some of these
projects are as follows:

r

r

r

Conceptual Framework—Recognition and Measurement Approaches. This project has two primary objectives. The first objective is to develop recognition criteria for whether information
should be reported in state and local governmental financial statements and when that information should be reported. The second
objective is to consider the measurement approach or measurement approaches (for example, initial amounts or remeasured
amounts) that conceptually should be used in governmental financial statements. An exposure draft document is expected to be
issued for public comment in mid-2013.
Economic Condition Reporting: Financial Projections. The objective of this project is to consider whether guidance or guidelines
should be provided for additional information about economic condition, particularly financial projections, as part of general purpose external financial reporting. This project also will include
consideration of the information users identified as necessary to
assess the risks associated with a government's intergovernmental financial dependencies. The project is currently being deliberated. A determination of whether the project should proceed with
an exposure draft document is expected in late 2012.
Fair Value Measurement and Application. The objective of this
project is to review and consider alternatives for the further development of the definition of fair value, the methods used to
measure fair value, and potential disclosures about fair value
measurements. Within this review, specific issues, including fair
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value measurement of alternative investments, such as private
placements and hedge funds, real estate investment trusts, state
land trusts, and partnership interests are to be addressed. An exposure draft document is expected to be issued for public comment
in early 2013.
Nonexchange Financial Guarantee Transactions. The objective of
this project is to establish additional guidance regarding the recognition and disclosure of nonexchange financial guarantees made
and received by state and local governments. An exposure draft
document is expected to be issued for public comment in June
2012.
GAAP Hierarchy. This project would consider possible modifications to the GAAP hierarchy, as set forth in GASB Statement No.
55, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments. It would reexamine the hierarchy
levels to assess whether the standards-setting process and the
governmental financial reporting environment have sufficiently
evolved since the establishment of the original hierarchy by the
AICPA in 1992 to warrant reconsideration or reconfiguration of
certain aspects of the structure. An exposure draft document is
expected to be issued for public comment in early 2013.
Government Combinations and Disposals of Government Operations. An exposure draft of a proposed statement was issued in
March 2012. The exposure draft proposes financial reporting requirements for government combinations that are accomplished
through mergers and acquisitions. It would apply to government
combinations that have taken place in both the general governmental area (city and county consolidations and consolidated
school districts, for example) and the business-type activities area
(health care organizations, for example). In addition, the exposure
draft addresses disposals of governmental operations, for example, accounting for a separate library district that was formerly a
department of a primary government. The comment deadline for
the exposure draft was June 15, 2012.
Other Postemployment Benefit Accounting and Financial Reporting. In the overall project, the board will consider the possibility
of improvements to the existing standards of accounting and financial reporting for postemployment benefits—including other
postemployment benefits (OPEB)—by state and local governmental employers and by the trustees, administrators, or sponsors of
OPEB plans. One objective of this project is to improve accountability and the transparency of financial reporting in regard to the
financial effects of employers' commitments and actions related
to OPEB. This objective would include improving the information
provided to help financial report users assess the degree to which
interperiod equity has been achieved. The other objective of this
project is to improve the usefulness of information for decisions or
judgments of relevance to the various users of the general-purpose
external financial reports of governmental employers and OPEB
plans. An exposure draft document is expected to be issued for
public comment in late 2013.

r

r
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Postemployment Benefit Accounting and Financial Reporting. In
this project, the board has considered improvements to the existing standards of accounting and financial reporting for pension
benefits by state and local governmental employers and by the
trustees, administrators, or sponsors of pension plans. One objective of the project is to improve accountability and the transparency of financial reporting in regard to the financial effects
of employers' commitments and actions related to pension benefits. This objective includes improving the information provided
to help financial report users assess the degree to which interperiod equity has been achieved. Another objective is to improve the
usefulness of information for decisions or judgments of relevance
to the various users of the general-purpose external financial reports of governmental employers and pension plans. Proposed effective dates for the statements are periods beginning after June
15, 2013, for pension plans and periods beginning after June 15,
2014, for governmental employers. Final statements are expected
to be issued in June 2012.
The User Guide Series. The objective of this project is to update
GASB's User Guide Series to encompass accounting and financial
reporting standards issued since the original series' publication
in the early 2000s. The project ultimately will lead to the publication of a new series of four user guides to replace the original
series. The first two guides in the series, What You Should Know
about Your Local Government's Finances: A Guide to Financial
Statements, and What You Should Know about Your School District's Finances: A Guide to Financial Statements, were published
in early April 2012.

.132 Readers should be alert for the issuance of due process documents.
More information about these and other GASB projects can be found at
www.gasb.org/project pages/index.html.

Comprehensive Implementation Guide Update
.133 GASB publishes the annual update to its Comprehensive Implementation Guide. The Comprehensive Implementation Guide consolidates and updates previously issued guides for subsequently issued standards and provides
current guidance on standards for which no stand-alone guides have been published.
.134 In October 2011, GASB issued the 2011–2012 Comprehensive Implementation Guide.
Help Desk—The Comprehensive Implementation Guide can be ordered
through GASB's order department at 800.748.0659 or via its website at
www.gasb.org.

Resource Central
.135 The following are various resources that practitioners engaged in the
state and local government environment may find beneficial.
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Practice Aid Available to Assist Auditors With the New 2011
Independence Requirements
.136 To assist an auditor in evaluating nonaudit services and the effect
of performing such services on auditor independence under the 2011 revision
of Government Auditing Standards, a practice aid has been developed by the
AICPA GAQC, 2011 Yellow Book Independence—Non-Audit Services Documentation Practice Aid. This practice aid will also help auditors in both applying
the conceptual framework for independence contained in the 2011 revision and
complying with the new independence documentation requirements.
.137 The practice aid is being released in two forms. One is a flat PDF file of
the entire practice aid that is available at no cost to all AICPA members, including GAQC members. An electronic version of the practice aid is also available
that allows the auditor to input responses regarding the various independence
considerations that may be saved and used as part of audit documentation. A
small cost is associated with accessing this version of the practice aid, which is
to be used in conjunction with the PDF. More information about the practice aid
and how to obtain it can be found on the Resources page of the GAQC website
at www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/Audit
PracticeToolsAids/Pages/YellowBookAuditToolsandAids.aspx.

Practice Aid Available to Assist Auditors in Documenting Internal
Control Over Compliance in a Single Audit
.138 One of the problem areas noted in quality control reviews of single
audits has been deficiencies in the auditor's documentation surrounding the
understanding and testing of internal control over compliance. The GAQC has
issued a practice aid that will provide tools to assist auditors in documenting
internal control over compliance in a single audit. The practice aid, Documenting and Testing Compliance and Internal Control Over Compliance in a Single
Audit (product no. 006662PDF), is available to nonmembers of the GAQC for a
nominal fee at www.cpa2biz.com and is available at no charge to members of
the GAQC on the GAQC website at www.aicpa.org/GAQC.
.139 In addition, the GAQC has made available practice aids related to the
schedule of expenditures of federal awards to assist both an auditor and auditee. The practice aids have been updated for AU section 551. Both auditor and
auditee versions are available to the public. An auditor version that allows editing of the content to fit the needs of a particular audit engagement is available at
no cost to GAQC members. These auditor tools are available on the GAQC website at www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/
AuditPracticeToolsAids/Pages/Single%20Audit%20Practice%20Aids.aspx.

Other Resources
.140 In addition to the nonaudit services practice aid noted previously,
other resources are available. The GAQC has archived a Web event, "Understanding the AICPA's Yellow Book Independence Practice Aid for Performing
Nonaudit Services." Open to the public, this webcast walks the auditor through
the practice aid and its various appendixes. For more information on this
Web event, go to www.aicpa.org/InterestAreas/GovernmentalAuditQuality/
Resources/Pages/Archived%20GAQC%20Conference%20Calls.aspx.
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.141 Another resource is a comparison document, AICPA—GAGAS
(Yellow Book) Independence Rules Comparison: Nonaudit Services, which has
been recently updated by the AICPA Ethics team. This document compares
and contrasts AICPA standards to the independence standard as found in Government Auditing Standards, December 2011 Revision. This document, open to
the public, is available on the Professional Ethics page of the AICPA website at
www.aicpa.org/interestareas/professionalethics/resources/tools/downloadable
documents/2012mayaicpagaocomparision.pdf.

Publications
.142 Practitioners may find the following publications useful. Choose the
format best for you—online or print:

r
r
r
r
r
r
r
r
r
r
r
r
r

Audit and Accounting Guide State and Local Governments (2012)
(product no. AAGSLG12P [paperback], WGG-XX [online with the
associated Audit Risk Alert], or AAGSLG12E [eBook])
Audit and Accounting Guide Gaming (2011) (product no. 0127111
[paperback] or WCA-XX [online])
Audit and Accounting Guide Health Care Entities (2011) (product
no. 0126111 [paperback], WHC-XX [online with the associated
Audit Risk Alert], or AAGHCO11e [eBook])
Audit and Accounting Guide Government Auditing Standards and
Circular A-133 Audits (2012) (product no. AAGGAS12P [paperback], WRF-XX [online with the associated Audit Risk Alert], or
AAGGAS12E [eBook])
Audit Guide Analytical Procedures (2012) (product no. AAGANP12P [paperback]. WAN-XX [online], or AAGANP12E [eBook])
Audit Guide Assessing and Responding to Audit Risk in a Financial Statement Audit (2012) (product no. AAGRAS12P [paperback], WRA-XX [online], or AAGRAS12E [eBook])
Audit Guide Auditing Derivative Instruments, Hedging Activities,
and Investments in Securities (2011) (product no. 0125211 [paperback], WDI-XX [online], or AAGDRV11E [eBook])
Guide Compilation and Review Engagements (2012) (product no.
AAGCRV12P [paperback], WRC-XX12 [online], or AAGCRV12E
[eBook])
Audit Guide Audit Sampling (2012) (product no. AAGSAM12P
[paperback], WAS-XX [online], or AAGSAM12E [eBook])
Audit Risk Alert Understanding the Responsibilities of Auditors for Audits of Group Financial Statements (product no.
ARAGRP12P [paperback], ARAGRPO [online] or ARAGRP12e
[eBook])
Audit Risk Alert Understanding the Clarified Auditing Standards
(product no. ARACLA12P [paperback], ARACLA12O [online] or
ARACLA12e [eBook])
Audit Risk Alert Compilation and Review Developments—2011/
12 (product no. 0223011 [paperback] or ARACRV11e [eBook])
Audit Risk Alert General Accounting and Auditing Developments—2011/12 (product no. 0223311 [paperback], WGE-XX [online], or ARAGEN11e [eBook])
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Audit Risk Alert Independence and Ethics Developments—
2011/12 (product no. 0224711 [paperback], WIA-XX [online], or
ARAIET11e [eBook])
Audit Risk Alert Employee Benefit Plans Industry Developments—
2012 (product no. ARAEBP12P [paperback] or ARAEBP12E [eBook])
Checklists and Illustrative Financial Statements: State and Local
Governments (product no. ACKSLG12P [paperback] or WSG-CL
[online])
Accounting Trends & Techniques, 65th Edition (product no.
0099011 [paperback] or WAT-XX [online])
IFRS Accounting Trends & Techniques (product no. 0099111 [paperback] or WIF-XX [online])
Audit and Accounting Manual (2011) (product no. 0051311 [paperback] or WAM-XX [online])
2011 Yellow Book Independence—Non-Audit Services Documentation Practice Aid (product no. APAYBI12D [online])
Audit and Accounting Practice Aid Applying OCBOA in State and
Local Governmental Financial Statements (product no. 006614
[paperback])
Guide to Fraud in Governmental and Not-for-Profit Environments,
Revised Edition (product no. 091032 [paperback])
Documenting and Testing Compliance and Internal Control Over
Compliance in a Single Audit Practice Aid (product no. 006662
PDF)

AICPA Online Professional Library: Accounting
and Auditing Literature
.143 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. Or, you can sign up for access to the entire library. Get access—anytime, anywhere—to FASB Accounting Standards
Codification™; the AICPA's latest Professional Standards, Technical Practice
Aids, Audit and Accounting Guides, Audit Risk Alerts, Accounting Trends &
Techniques; and more. To subscribe to this essential online service for accounting professionals, visit www.cpa2biz.com.

AICPA Audit Committee Toolkit for Government Entities
.144 Taxpayers and citizens of governmental entities expect a government to be publicly accountable for the services it provides and how it utilizes
its resources to provide those services. An audit committee has the opportunity
to assist the governing body with fiscal accountability demonstrated through
strong internal controls, budgetary and other legal compliance, accurate and
timely financial reporting, sound business practices, and a culture of strong
moral and ethical behavior. More specifically, an audit committee of a government organization can help the government achieve the following:

r
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financial officers to review, monitor, and direct activities and results related to the government's maintenance of internal controls
and preparation of financial reports.
Enhance the internal audit function. When an internal audit team
reports directly to the audit committee, the internal audit team
can provide information to the audit committee about whether the
government is meeting its financial and compliance responsibilities and recommend changes in practices and internal controls
when necessary.
Enhance the external audit function. An audit committee can meet
with the external auditors to get independent observations about
management's efforts to maintain strong internal controls, appropriate financial reporting, and sound business practices.

.145 For governments interested in establishing or enhancing an audit
committee, the AICPA Audit Committee Toolkit: Government Organizations
(product no. 991008TJS) provides valuable information and tools that will help
a governing body and its officials create an effective audit committee function
to help improve fiscal accountability.
.146 These tools inform and educate audit committees about changes in
government reporting standards and the government environment as a whole.
For governments that already have an audit committee, the toolkit may improve the efficiency and effectiveness of the audit committee. In either situation, the toolkit's easy-to-use set of checklists, questionnaires, and other useful
information can make the audit committee's job easier to accomplish. The goal
of the toolkit is to assist government audit committees in taking a much greater
role in providing information to the governing body and assisting it with meeting its fiduciary responsibilities. The audit committee tools are available at
www.cpa2biz.com.

Continuing Professional Education
.147 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following:

r
r
r

AICPA's Annual Accounting and Auditing Update Workshop
(2011–2012 Edition) (product no. 736187 [text] or 187195 [DVD]).
Whether you are in industry or public practice, this course keeps
you current and informed and shows you how to apply the most
recent standards.
Internal Control Essentials for Financial Managers, Accountants
and Auditors (product no.159820 [on demand], 731858 [text],
181857 [DVD/Manual], or 351857 [additional manual for DVD]).
This course will provide you with a solid understanding of systems
and control documentation at the significant process level.
Internal Control Deficiencies: Assessment and Reporting Under
SAS No. 115 (product no. 733295 [text]). This course focuses
on compliance with the standard's requirements by examining
each stage of the decision-making framework by using numerous illustrations and practice exercises. The course also applies
to managers of nonpublic companies to enable them to decide
whether a control deficiency exists and how to correct it.
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.148 Among the many courses, the following are specifically related to
state and local governments:

r
r

r

r
r
r

r

r
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Foundations in Governmental Accounting (product no. 731648).
This course features the fundamental tenets of governmental accounting and reporting in the post-GASB Statement No. 34 environment. Learn more than the buzz words—learn the underlying
concepts and how they are applied.
Governmental Accounting and Auditing Update (2011/2012 Edition) (product no. 736481 [text], 356487 [additional text or manual
for DVD], 156481 [On-Demand], or 186486 [DVD]). This timely,
up-to-the-minute course is designed to provide you with a comprehensive understanding of new developments, so you can provide
better services to both clients and the public. For 2011–12, the
course includes coverage of new GASB pronouncements; recent
Yellow Book and OMB Circular A-133 developments; additional
pronouncements pending by GASB; and AICPA pronouncements
related to compliance auditing, RSI, and the clarity project.
Governmental Accounting and Reporting: Putting It All Together
(product no. 732806 [text]). This course provides practical guidance regarding the accounting and reporting issues for state and
local governments. It will also examine how to prepare the financial statements at the fund level and convert them to governmentwide statements.
Audits of HUD-Assisted Projects (product no. 730932 [text]). Gain
in-depth, hands-on information regarding the Department of
Housing and Urban Development organization, programs, policies, and procedures. Review the professional standards affecting
specific federal programs.
Frequent Frauds Found in Governments and Not-For-Profits
(product no. 733314 [text]). Through an informative case study
approach, this course illustrates common frauds that make headlines and damage the reputations of government and not-forprofits.
InSight: Single Audit Fundamentals On-Demand Series (product
no. 154260 [On-Demand]). This course provides background and
context for audit engagements performed under OMB Circular
A-133, Audits of States, Local Governments and Non-Profit Organizations. Specifically, this training is designed as an introduction
to certain single audit topics and tools that an auditor will need
to function as a staff member on a single audit engagement.
The 2011 Revised Yellow Book: Government Auditing Standards
(product no. 736120 [text] or 187110 [DVD/Manual]). The objectives of this course are to enable users to readily understand the
key changes planned in the 2011 Yellow Book revisions related
to financial audits and understand the Yellow Book requirements
related to CPE, independence, and peer review.
Applying A-133 to Nonprofit and Government Organizations
(product no. 730914 [text] or 187213 [DVD/Manual]). The objectives of this course are to enable users to apply the audit requirements of OMB Circular A-133 and to understand the relationship
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of these requirements to GAAS, Government Auditing Standards,
and the Single Audit Act Amendments.
Studies on Single Audit and Yellow Book Deficiencies (product
no. 733035 [text]). This course provides an informative look at
avoiding some of the more common problems found in Yellow
Book and A-133 engagements.

.149 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.150 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. AICPA members pay $209 for a
new subscription and $149 for the annual renewal. Nonmembers pay $435
for a new subscription and $375 for the annual renewal. Divided into 1-credit
and 2-credit courses that are available 24 hours a day, 7 days a week, AICPA
CPExpress offers hundreds of hours of learning in a wide variety of topics,
and CPExpress—Government & Not-for-Profit features more than 65 courses
totaling more than 95 hours of government and not-for-profit topics.
.151 To register or learn more, visit www.cpa2biz.com.

Webcasts
.152 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA webcasts are high quality, two-hour CPE programs that
bring you the latest topics from the profession's leading experts. Broadcast live,
they allow you to interact with the presenters and join in the discussion. If you
cannot make the live event, each webcast is archived and available on CD-ROM.
For additional details on available webcasts, please visit www.cpa2biz.com.

Member Service Center
.153 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Center Operations at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.154 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the AICPA's
Accounting and Auditing Technical Hotline. AICPA staff will research your
question and call you back with the answer. The hotline is available from
9 a.m. to 8 p.m. EST on weekdays. You can reach the Technical Hotline
at 877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/Pages/
TechnicalHotline.aspx. Members can also e-mail questions to aahotline@
aicpa.org. Additionally, members can submit questions by completing a Technical Inquiry form found on the same website.

Ethics Hotline
.155 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
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of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 or by e-mail at ethics@aicpa.org.

Codified Clarity Standards
.156 The first place you can obtain the codified clarity standards is in
AICPA Professional Standards in the AICPA Online Professional Library. Although the individual SASs are available in paperback, this online codified
resource is what you need to update your firm audit methodology and begin
understanding how Clarity changes certain ways you perform your audits. Visit
www.cpa2biz.com to obtain access to AICPA Professional Standards online.
.157 The codification of clarified standards includes various resources,
including

r
r
r
r

a preface, "Principles Underlying the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards;"
a glossary of terms defined in the standards;
appendixes describing the differences between GAAS and the International Standards on Auditing; and
a table mapping the extant AU sections to the clarified AU sections.

.158 The AICPA publishes annually, in paperback, the codified standards
in both the Codification of Statements on Auditing Standards and Professional
Standards in April and August, respectively.

Financial Reporting Center of AICPA.org
.159 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high quality financial reporting. This center provides exclusive
members-only resources for the entire financial reporting process and can be
accessed at www.aicpa.org/frc.
.160 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process, including accounting, preparing financial statements and performing compilation
reviews, audit, attest, or assurance and advisory engagements.
.161 For example, the Financial Reporting Center offers a dedicated section to the Clarity project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at www.aicpa.org/SASClarity.

Industry Conferences
.162 The AICPA National Governmental Accounting and Auditing Update
Conference (GAAC) EAST is held in late summer (August 20–21, 2012) in
Washington, D.C., and its counterpart, the AICPA National Governmental
Accounting and Auditing Update Conference (GAAC) WEST, takes place in
Las Vegas, Nevada, in early fall (September 19–20, 2012). These conferences
are designed for CPAs working in federal, state, and local government; public
practitioners with government auditees; and regulators who need to be aware of
emerging developments. These CPAs should attend one of these conferences to
remain current on the issues. Attending one of these conferences is a great way
to receive timely guidance, along with practical advice on how to handle new
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legislation and standards, from key government officials and representatives
of the accounting profession, including the standard setters themselves.
.163 The AICPA National Governmental and Not-for-Profit Training Program is scheduled to be held October 22–24, 2012 in Las Vegas, Nevada. Obtain
the most up-to-date coverage on current and emerging issues and topics. Standard setters and industry leaders discuss a broad range of topics, including
developments in governmental accounting and auditing; advances in financial
statement reporting and the latest in proposed regulations; future issues affecting not-for-profit organizations; and laws on the local, state, and federal
government levels.
.164 The AICPA National Healthcare Industry Conference is scheduled
to be held November 15–16, 2012 in Las Vegas, Nevada. This conference is an
unparalleled opportunity to gain the information and techniques you need to
know to stay on top of trends to benefit your practice and client offerings. With
access to some of the nation's top health care specialists, you'll get up-to-theminute comprehensive coverage of Healthcare Reform ramifications.

AICPA GAQC
.165 The GAQC is a voluntary membership center for CPA firms and state
audit organizations that is designed to improve the quality and value of governmental audits. For purposes of the GAQC, governmental audits are performed
under Government Auditing Standards and are audits and attestation engagements of federal, state, or local governments; not-for-profit organizations; and
certain for-profit organizations, such as housing projects and colleges and universities that participate in governmental programs or receive governmental
financial assistance. The GAQC keeps members informed about the latest developments and provides them with tools and information to help them better
manage their audit practice. CPA firms and state audit organizations that join
demonstrate their commitment to audit quality by agreeing to adhere to certain
membership requirements.
.166 The GAQC has been in existence since September 2004. Since its
launch, center membership has grown to 17 state audit organizations and almost 1,700 firms from 50 states, the District of Columbia, Puerto Rico, and
the U.S. Virgin Islands. The CPA firm portion of the GAQC membership accounts for approximately 90 percent of the total federal expenditures covered
in single audits performed by CPA firms in the Federal Audit Clearinghouse
database (http://harvester.census.gov/sac/) for the year 2010 (the latest year
with complete submission data).
.167 The GAQC's focus is to promote the highest quality audits and save
members time by providing a centralized place to find information that they
need, when they need it, to maximize quality and practice success. Center
resources and benefits include the following:

r
r

E-mail alerts with the latest audit and regulatory developments,
including information on the American Recovery and Reinvestment Act of 2009 and its impact on your audits
Exclusive webcasts and webinars on compliance auditing and
timely topics relevant to governmental and not-for-profit financial statement audits (optional CPE is available for a small fee,
and events are archived online)
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Dedicated GAQC website on the www.aicpa.org website with resources, community, events, products, and a complete listing of
GAQC member firms in each state
Single audit and Yellow Book practice aids and tools available via
the GAQC website
Online member discussion forums for sharing best practices and
discussing issues that members are facing
Savings on professional liability insurance

.168 For more information about the GAQC, visit www.aicpa.org/GAQC.
Help Desk—With all the quality issues being noted in governmental audits
(see further discussion in the "Economic and Industry Developments" and
"Audit and Attestation Issues and Developments" sections of this alert), your
CPA firm or state audit organization should consider joining the GAQC. To
enroll or learn more about the GAQC, including details on the membership
requirements and fees for membership, go to www.aicpa.org/GAQC or e-mail
GAQC staff at GAQC@aicpa.org.

AICPA Industry Expert Panel—State and Local Governments
.169 The State and Local Government Expert Panel is an AICPA volunteer group whose purpose is to identify state and local government financial
reporting and auditing issues; work with appropriate bodies for resolutions
benefiting the public interest; conduct liaison activities with GASB regulators,
such as the Government Accountability Office and OMB, and applicable industry associations; and advise and assist in the development of AICPA products
and services related to state and local government audits. For information
about the activities of the State and Local Government Expert Panel, visit the
AICPA website at www.aicpa.org/InterestAreas/FRC/IndustryInsights/Pages/
Expert Panel State and Local Governments.aspx.

Industry Websites
.170 The Internet covers a vast amount of information that may be valuable to auditors of state and local governments, including current industry
trends and developments. Some of the more relevant sites for auditors with
governmental auditees include those shown in the following table.
Organization

Website

AICPA Government Audit Quality Center

www.aicpa.org/gaqc

Association of Government Accountants

www.agacgfm.org

Association of Local Government Auditors

www.governmentauditors.org

Catalog of Federal Domestic Assistance

www.cfda.gov

Federal Audit Clearinghouse

http://harvester.census.gov/
sac

Financial Accounting Standards Board

www.fasb.org

Government Accountability Office

www.gao.gov
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Organization

Website

Governmental Accounting Standards
Board

www.gasb.org

Government Auditing Standards (Yellow
Book)

www.gao.gov/yellowbook

Government Finance Officers Association

www.gfoa.org

National Association of State Auditors,
Comptrollers and Treasurers

www.nasact.org

Offices of Inspectors General

www.ignet.gov

Office of Management and Budget

www.whitehouse.gov/OMB
www.whitehouse.gov/omb/
recovery default

Securities and Exchange Commission
information for municipal markets

www.sec.gov/info/
municipal.shtml

.171 The state and local government practices of some of the larger CPA
firms also may contain industry-specific auditing and accounting information
that is helpful to auditors.
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Appendix—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants.
Website Name
AICPA

Content

Website

Summaries of recent
auditing and other
professional standards, as
well as other AICPA
activities

www.aicpa.org

AICPA Financial
Reporting
Executive
Committee

AICPA technical committee
for financial reporting. Its
mission is to determine the
AICPA's technical policies
regarding financial
reporting standards and to
be the AICPA's spokesbody
on those matters, with the
ultimate purpose of serving
the public interest by
improving financial
reporting.

www.aicpa.org/
InterestAreas/frc
/accountingfinancial
reporting/Pages/
FinREC.aspx

AICPA
Accounting and
Review Services
Committee

Summaries of review and
compilation standards and
interpretations

www.aicpa.org/Research/
Standards/Compilation
Review/ARSC/Pages/
ARSC.aspx

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies

www.economy.com

The Federal
Reserve Board

Source of key interest rates

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
accounting
pronouncements and other
FASB activities

www.fasb.org

USA.gov

Portal through which all
government agencies can
be accessed

www.usa.gov

Government
Accountability
Office

Policy and guidance
materials and reports on
federal agency major rules

www.gao.gov
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Website Name

Content

Website

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
accounting
pronouncements and other
GASB activities

www.gasb.org

International
Accounting
Standards Board

Summaries of
International Financial
Reporting Standards and
International Accounting
Standards

www.iasb.org

International
Auditing and
Assurance
Standards Board

Summaries of International www.iaasb.org
Standards on Auditing

International
Federation of
Accountants

Information on
standards-setting activities
in the international arena

www.ifac.org/public-sector

Public Company
Accounting
Oversight Board
(PCAOB)

Information on accounting
and auditing activities of
the PCAOB and other
matters

www.pcaob.org

Securities and
Exchange
Commission
(SEC)

Information on current
SEC rulemaking and the
Electronic Data Gathering,
Analysis, and Retrieval
database

www.sec.gov
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